Growth Rate Ratios

Actual Sales Tax Elasticities
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Annual sales tax elasticities are the annual growth rates in sales tax collections divided by the annual
A one-time $55.3 million Net out-migration, growth rates in personal income. An elasticity of 1.0 means that the growth in taxes and income were
3.5 | acceleration of payments windfall ~ 3.39  decreases in housing identical for that year. An elasticity of 0.80 means that for every 10 percent growth in income there was
occurred in 1984; and, the sales prices and sales, an 8 percent growth in tax collections. The ratios of growth rates in sales taxes to growth rates in income
tax rate was increased from 4.0% completion of the IPP vary over time for several reasons. First, changes in the tax rate or tax base change the ratios. Second,
3.0 ] 104.625% in calendar year 1983. construction project, construction and business investment in equipment and supplies that are sales taxable will fluctuate over
and employment time independent of growth in personal income. Finally, consumers often change their spending habits for
layoffs in mining and a variety of reasons.
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: contributed to lower ’ Sales tax rate changes occurred July 1983 (from 4.0% to 4.125%), October 1983 (to 4.625%), July 1986
sales tax collections (to 4.59375%), April 1987 (to 5.09375%), January 1990 (to 5.0%), July 1994 (to 4.875%), and July 1997
growth in Utah. (to 4.75%). The 4.75% includes 0.125% restricted for water and local roads, and .015625% restricted for
2.0 1 the olympics. Thus, the unrestricted sales tax rate is now only 4.609375%.
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Growth Rate Ratios

Sales Tax Elasticities
Adjusted for Tax Rate and Tax Base Changes

1.8
The average-annual sales tax elasticity over the 1979 to 2001 period
was 0.84. In other words, sales taxes grew 8.4 percent for every 10 1.47
percent increase in personal income. 1.36
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These elasticities have been adjusted for tax rate and tax base changes. The ratios of growth rates in
sales taxes to growth rates in income vary over time for several reasons. First, changes in the tax rate or
-0.3 1 tax base change the ratios. Second, construction and business investment in equipment and supplies
that are sales taxable will fluctuate over time independent of growth in personal income. Finally,
consumers often change their spending habits for a variety of reasons.
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Growth Rate Ratios

Actual Income Tax Elasticities

6.0
5.15 Income tax rate changes occurred effective January 1981, 1988, 1989 and 1996. Federal tax reforms occurred
50 | in 1981, 1986, 1990, 1993 and 1997. The 1986 federal reforms resulted in a windfall for Utah of over $100
’ million in fiscal year 1987. In January 1988 the top rate was cut from 7.75% to 7.35%; and, 1/3 of the federal-
taxes-paid deduction (which was eliminated in January 1987) was restored in 1988. A $71 million rebate was
also approved in 1988. Effective January 1989 the top rate was reduced to 7.2% and the federal-taxes-paid
4.0 1 deduction was increased to 50 percent. Effective January 1996 the top rate was reduced again from 7.2% to
7.0% and the minimum tax rate was reduced from 2.55% to 2.3%. This reduced fiscal year 1997 collections by
around $41 million.
3.0 +
217
2.0 { 156
1.52 : 1.45 1.43 1.53
1.20 119 1.24 118 1.27 132 129 o7
092 104 0.98 1.00 :
1.0 1 0.74
0.67 0.68 054
0.0 -
Annual income tax elasticities are the annual growth rates in income tax collections divided by the annual growth rates in personal income. An elasticity of 1.0 means that the
growth in taxes and personal income were identical for that year. An elasticity of 0.80 means that for every 10 percent growth in income there was an 8 percent growth in tax
1.0 4 collections. The ratios of growth rates in income taxes to growth rates in income vary over time for several reasons. First, changes in the tax rate or tax base change the ratios.
Second, capital gains realizations vary over time independent of the growth in personal income. Finally, changes in federal taxable income (which Utah uses as its starting point
of taxation) occur over time independent of growth in personal income.
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Growth Rate Ratios

Income Tax Elasticities

Adjusted for Tax Rate and Tax Base Changes
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The ratios of growth rates in income taxes to growth rates in income vary over time for several reasons; 1) changes in the tax rate or tax base; 2) capital gains vary over
time independent of the growth in personal income; 3) bracket creep (Utah does not index for inflation); and, 4) changes in federal taxable income (which Utah uses as its

0.5 1 starting point of taxation) occur independent of growth in personal income. These elasticities have been adjusted for tax rate and tax base changes.
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